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ALL ABOUT GOLD 


Along with the crises in Laos, 
Cuba, and the Congo, gold moved in 
and out of the headlines before, 
during, and after the recent elec- 
tions. First, there was news of an in- 
creased outflow of gold from this 
country, beginning in July and con- 
tinuing throughout 1960. This in- 
crease represented a reversal of the 
trend during 1959 and the first half 
of 1960 toward a decrease in gold 
sold to foreign governments and 
central banks in settlement of inter- 
national payments. Next, the so- 
called London gold flurry developed 
—the price of gold on the free 
market of London rose in October 
to $40 an ounce, almost $5 beyond 
its usual price. And in January 1961 
the outgoing Administration de- 
clared it illegal for U.S. citizens to 
own gold abroad (private ownership 
of gold within this country has been 
illegal since 1934) . 

These events have raised ques- 


tions as to the role of gold in our 
national and international financial 
system: To what extent is the sound- 
ness of the dollar dependent upon 
our gold reserves? Why do most 
countries today hold their monetary 
reserves in dollars rather than gold? 
Why did the United States and 
others go off the gold standard? 
What steps, if any, should be taken 
to strengthen our gold position? 

Answers to such questions are not 
easy to come by. But the very diffi- 
culty of separating fact from folk- 
lore makes it all the more important 
to consider gold in perspective. 


Gold and Money 


Its bright yellow color, its mallea- 
bility and durability, and its relative 
scarcity, long ago made gold one of 
man’s most coveted possessions. Gold 
was used in the form of coins as 
early as 1800 B.C., and as barter even 
earlier. The Romans used gold 


“Harry, explain gold to me.” 
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widely as a medium of exchange. 
And artisan goldsmiths as late as the 
18th century served as bankers by 
storing others’ gold in their vaults. 

Despite the long monetary history 
of gold, the gold standard, under 
which, for one thing, currency is 
freely exchangeable with a stated 
equivalent weight in gold, is rela- 
tively new. 

The gold standard served as the 
basis for exchange of goods and 
services among the leading com- 
mercial nations for most of the 19th 
and early 20th centuries. But exten- 
sive war debts and runaway infla- 
tion after World War I, followed by 
a world-wide depression at the end 
of the 1920s, brought about general 
abandonment of the gold standard. 
England went off it in 1931, and the 
United States followed in 1933. Most 
countries developed as a substitute 
a “managed currency.” Under this 
system, which the United States has 
today, the quantity of currency and 
credit available is “managed”’ 
through the monetary policies of the 
government. 

Gold, however, still plays a promi- 
nent role on the stage of interna- 
tional finance. The Chairman of the 
Morgan Guaranty Trust Company, 
Henry C. Alexander, recently ex- 
plained it this way: ‘““The important 
thing about 1933, in retrospect, is 
not that we went off gold, but that 
we stayed on it in a different way. 
We stopped coining gold and took 
it out of domestic circulation. But, 
for legitimate monetary purposes, 
we declared our readiness to buy and 
sell gold at a fixed price in trans- 
actions with foreign governments or 
central banks. In narrowing the utili- 
zation of gold, we were following 
a trend which the other major fi- 





nancial countries had begun as they 
worked their way back from the 
chaos of World War I. Those coun- 
tries, holding much less gold than 
we did, but nevertheless wishing to 
tie their currencies somehow to gold, 
looked for ways to economize their 
supplies of the metal. For the most 
part, they stopped minting coins of 
gold—a practice Winston Churchill 
described as ‘unwarranted extrava- 
gance.’ The place for gold, this line 
of reasoning holds, is not in people's 
pockets or under their mattresses but 
in the official holdings of govern- 
ments and central banks for use in 
the settlement of international bal- 
ances. That reasoning is the core of 
our gold policy today.” 


The Gold Flow 


In 1934, the U.S. dollar was de- 
valuated in an attempt to stimulate 
trade as well as to improve business 
conditions at home. The price of 
gold went from $20.67 to $35 an 
ounce, which is still the price at 
which the U.S. Treasury will buy 
gold from anyone, or sell it to for- 
eign governments or central banks 
for international exchange purposes. 

As our exports increased, gold be- 
gan to find its way to this country. 
Stimulated by unsettled conditions 
in Europe, gold continued to flow to 
us before and after World War II; 
most of it was stored in the gold 
bullion depository built in 1936 at 
Fort Knox, Kentucky. Our gold 
stock increased from around $3 bil- 
lion in 1933 to, in 1949, over $24 
billion—the greater part of the world 
supply. 

When the Marshall Plan got un- 
der way to reconstruct industries and 
rebuild monetary systems in war- 
torn Europe, the flow of gold began 
to change direction. The peak an- 
nual outflow of $2.2 billion was 
reached in 1958. In 1959 the total 
dropped to $.7 billion. During the 
first six months of 1960 there was a 
further drop, to $144 million. How- 
ever, the gold outflow increased dur- 
ing the last half of 1960 and it is 
expected that the year’s total will 
be around $1.6 billion. 

Our supply of gold totaled $17.5 
billion at the end of January 1961. 
Though this is several billion dollars 


less than our peak supply, what we 
still have about equals the com- 
bined gold supply of the other non- 
communist countries (figures not 
available on communist countries) . 
Our reserves are six times larger 
than the second largest national gold 
supply—Britain’s $3 billion. 

Of our $17.5 billion gold stock, 
almost $12 billion is reserved as 
backing for notes and deposit liabili- 
ties of the Federal Reserve Bank. 
At present, our short-term foreign 
liabilities about equal our total gold 
stock. The concern, then, is about 
what would happen if all the for- 
eign governments and banks holding 
dollar claims chose to convert them 
into gold. 

The Managing Director of the 
International Monetary Fund, Per 
Jacobsson, recently commented that 
“it is not in the interest of those 
foreigners who hold short-term dol- 
lar assets on which interest is earned, 
to exchange them for gold yielding 
no interest, and as long as the 
United States pursues policies that 
seem to them to insure that the 
value of the dollar will be main- 
tained, it will be to their advan- 
tage to keep their dollar holdings.” 


To Improve Position 


Various measures were taken by 
the Eisenhower Administration to 
reduce our balance-of-payments del- 
icit and the outflow of gold. Some 
of the steps have been widely ap- 
plauded, such as efforts to expand 
our exports. Other measures have 
been widely criticized, including 
“tied loans.” 

The action to make it illegal 
(after June 1, 1961) for U.S. citizens 
to own gold abroad was the final 
step taken by the Eisenhower Ad- 
ministration to improve our pay- 
ments position. It was assumed that 
some Americans were speculating in 
gold and this meant they were send- 
ing more dollars from the United 
States (where there is no free gold 
market) to other countries. U.S. 
officials were concerned not only by 
the additional dollar outflow but 
also by possible doubts as to the 
soundness of the dollar which this 
kind of speculation might create. 

Wide publicity has been given to 








14 down, 24 to go, toward national suffrage for the District of Columbia. To reach 
the goal, 38 states must ratify—within 7 years from passage by Congress in June 
1960—the constitutional amendment giving voteless D.C. residents the right to vote 
in presidential elections. The 14 states to score (as of February 6) are Hawaii, 
Massachusetts, New Jersey, New York, California, Maryland, Oregon, Idaho, Maine, 
Minnesota, New Mexico, Nevada, Montana, South Dakota. 











the proposal that the United States 
reduce or abandon the requirement 
for a 25 percent reserve in gold be- 
hind Federal Reserve Bank notes 
and deposit liabilities. Mr. Alex- 
ander, a leading proponent of this 
plan, stated recently that “we should 
make clear—to our own people and 
to the world—what our gold is for, 
namely, for making international 
settlements, not for redeeming our 
currency and deposits. Requiring a 
reserve of 25 percent in gold against 
the notes and deposits of the Fed- 
eral Reserve Banks makes our gold 
supply for international payments 
only about one third of our total 
gold holdings. Nearly $12 billion 
worth is set aside as a reserve against 
something it cannot be used to re- 
deem.” 

Another proposal would involve 
a basic change in the present system 
of using a national currency, such 
as the dollar, as an international 
currency. This plan calls for an 
international pool of national re- 
serves and international exchange 
to serve as backing for a newly 
created international currency. Un- 
der one proposal, the International 
Monetary Fund would be converted 
into a kind of central bank com- 
parable to our Federal Reserve 
Board, with each member nation’s 
central bank playing a role com- 
parable to member banks of the 
Federal Reserve. Professor Robert 
Trifin, Yale economics professor 
and major advocate of such a plan, 
believes the international trading 
and financial system would not be 
subject to the instabilities of a na- 
tional currency under such a plan; 
it would also lessen the likelihood 
of an international exchange short- 
age as world trade expands. Al- 
though this proposal has been given 
attention by both Congress and the 
Executive as well as by the Inter- 
national Monetary Fund, it is likely 
to be discussed for some time before 
the decision is made whether to 
change the system or make the pres- 
ent system work better. 

In his State of the Union message, 
President Kennedy called the gold 
outflow a “cause for concern,” not 
“panic.” He pledged the “full 
strength” of our gold “behind the 
value of the dollar for use if 
needed,” and promised “new steps.” 

As ‘THE NATIONAL VOTER goes to 
press, the nation waits to hear more 
about the Administration’s “new 


steps” in the President’s message on 
gold February 6. 





HARD CHOICES: The Realities of Economic Development at Home and Abroad 


This article is a condensation of the 48-page pamphlet “Hard Choices” and is designed to aid in unit and membership discussions 
of the League’s national Current Agenda. “All About Gold” in this issue supplements the condensation of “Hard Choices” and will also 
be useful in discussion of the Current Agenda. 


Two kinds of revolutions have set 
the stage for the next decade. Tech- 
nological revolutions have produced 
an unprecedented measure of eco- 
nomic and political intimacy among 
the world’s nations. Social revolu- 
tions have made people everywhere 
aware that they want more of the 
fruits of technology for themselves, 
as determined by themselves. 

The developing countries have 
committed themselves to enter the 
twentieth century world in terms of 
technological progress. The United 
States, recognizing its own profound 
stake, is committed to promoting 
world development through  eco- 
nomic and technical assistance and 
expansion of world trade. 

But despite our country’s com- 
mitment, there is concern that in- 
consistencies or conflicts of interest 
or contradictions will dilute and 
seriously weaken the effectiveness of 
these policies. Soft spots in some 
parts of the economy, inflation, an 
increase in our balance-of-payments 
deficit—all are used as arguments for 
abandoning sound foreign economic 
policies. Do these arguments sug- 
gest a conflict between our objec- 
tives of world economic development 
and a sound U.S. economy? 

Requirements for a sound U:S. 
economy have been stated by the 
Joint Economic Committee of Con- 
gress in terms of three goals: 1) a 
high and steady rate of employment, 
2) substantial stability in the gen- 
eral level of prices, and 3) a high 
rate of economic growth. 

If we relate these goals to our 
economic foreign policy goals, we 
find that world economic develop- 





“It’s time to equip your chauffeur 
with winter clothing,” ran an ad in a 
1920 woman suffrage magazine. Now 
it’s time we equipped the Smithsonian 
Institution with memorabilia of the 
woman suffrage movement and early 
League days; in fact the Smithsonian 
has asked us for such mementoes. 

Sashes and parasols from the 1916 
parade in St. Louis? Rain-stained 
dresses from the 1916 parade in Chi- 
cago? Posters? Banners? Whatever you 
have, please send to the League's 
national office. We will collect and 
classify, sort and identify, then follow 
through with the Smithsonian. 











ment requires a high enough rate of 
employment to make it possible to 
resist pressures for cutting trade and 
aid commitments; a stable enough 
price level to keep world confidence 
in the soundness of our economy; a 
high enough rate of growth to per- 
mit adequate financing of develop- 
ment assistance. 

On the other hand, we find that 
the achievement of our own eco- 
nomic goals requires world develop- 
ment in order to assure increasing 
markets for our goods, reliable 
sources of essential raw materials, 
expanding outlets for our capital, 
and, above all, a peaceful and order- 
ly world environment. 

Our domestic and foreign eco- 
nomic objectives are, then, not in 
conflict but are mutually indispen- 
sable. Our course is ciear—we must 
try to resolve the temporary con- 
flicts which make it difficult to ful- 
fill our commitment to world ce- 
velopment. 


Capabilities of Our Economy 


Ours is a highly developed econ- 
omy. Along with Western Europe 
and Japan, we are beneficiaries of 
the Industrial Revolution with its 
rapid introduction of new machin- 
ery, new materials, new processes, 
new sources of energy. We are in the 
circle of economies which has passed 
the test of self-sustaining growth, 
that is, a widely shared cumulative 
rise in total and individual income 
continuing for at least two genera- 
tions. 

But even a highly developed econ- 
omy has its special problems, and 
the alternative solutions provoke 
sharp differences of opinion. By de- 
termining which differences were set- 
tled long ago, it is possible to clarify 
the areas of consensus and the 
significant disagreements. 

It was not too many years ago that 
extreme fluctuations in the economy 
were considered inevitable. But the 
Employment Act of 1946 made it the 
federal government’s continuing re- 
sponsibility to avoid economic ex- 
tremes of widespread unemployment 
or a large-scale inflation—through 
fiscal and monetary policies, both 
“automatic” and “flexible.” 


The 1946 Act also stated three 
economic goals. As currently inter- 
preted, two goals—full employment 
and economic growth—seem to be 
complements rather than rivals; but 
their compatibility with the third—a 
stable price level—is less certain. 

A relatively stable price level is 
regarded as essential but there is a 
sharp dispute on whether small or 
gradual inflation is tolerable. Also, 
the combined pressures of labor and 
business competing for higher shares 
of the national income have re- 
sulted in “cost push” inflation—a 
new type that does not respond 
readily to fiscal or monetary action, 

Few quarrel with the importance 
of economic growth, but there are 
arguments as to how best to foster it, 
whether growth should take place in 
the public or private economic sec- 
tor, and what the role of government 
should be. 

It is easy for the broker to con- 
centrate on the stock market, the 
merchant on retail and wholesale 
prices, the farmer on the relation 
between the prices of corn and hogs. 
But many economic indicators must 
be looked at together and over a long 
period to avoid overemphasis on sea- 
sonal changes, differences in various 
sectors, or temporary crises. 

By any measurements, our econ- 
omy is a mature giant. Even so, our 
friends in Western Europe and 
Japan are catching up with us. As 
healthy a sign as their growth is, it 
does mean the United States will no 
longer be the major producing 
power but one of several. When 
other countries develop increasingly 
healthy and prosperous economies, 
however, it doesn’t necessarily mean 
that they are going to get a larger 
share of the pie and the United 
States less. It does mean that the 
total size of the pie will increase as 
world income increases, and that 
most countries—including the 
United States—will get more pie. 


Complexities of World Economy 


Our three major economic con- 
tacts with the rest of the world are 
exchange of merchandise, exchange 
of services, exchange of capital. 

Countries trade for the same rea- 
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son that individuals and communi- 
ties do—because of differences in 
abilities, resources, tastes, and inter- 
ests. It is relatively expensive to 
grow hothouse coffee in the United 
States but relatively cheap to grow 
wheat. Differences in human and 
material resources and in stages of 
development mean that specializa- 
tion and diversification pay off and 
that international trade profits all. 

Other nations have long found it 
to their advantage to trade with the 
United States. Indeed, we still are 
the largest world trader. 

An exchange of services takes 
place when we travel or ship goods 
on foreign ships, or foreigners use 
our ships, or we spend money 
abroad, or foreigners travel here. We 
spend about as much on foreign 
ships as foreigners do on our ships, 
but we spend much more in travel 
abroad than foreigners do here. 

U.S. investment abroad, steadily 
mounting since World War I], is not 
evenly distributed. More and more 
companies have been attracted to 
the expanding economies of Western 
Europe, and, to a much lesser extent, 
to developing countries, 

The United States has long had 
and still has a favorable balance of 
trade—we sell more than we buy 
abroad. But a drop in our exports 
surplus in 1958 and 1959, plus con- 
tinued imbalances in other trans- 
actions, resulted in sharp increases 
in annual deficits in our interna- 
tional payments. Whether our defi- 
cits are met by dollar claims rather 
than gold sales greatly depends on 
foreign confidence in the dollar. 

What can we do to keep our defi- 
cits within reasonable limits? Re- 
stricting capital outflow—either pri- 
vate or government—might cut the 
deficit. But to restrict investment 
today would restrict return on that 
investment tomorrow. To reduce 
sharply our development assistance 
abroad would be contrary to our 
political aims today and our eco- 
nomic hopes for the future. ‘“Tied’’ 
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loans do little to correct deficits and 
complicate our assistance to develop- 
ing areas. A reversal of our liberal 
trade policies or devaluation of our 
dollar would invite retaliation 
rather than cooperation and thus 
profit no country. 

What is left? One of the most 
constructive actions lies in various 
efforts to stimulate our exports, al- 
ready resulting in a large exports 
surplus for 1960. In addition to 
government and business efforts to 
promote sales abroad, expanded ex- 
ports may well require an entirely 
new trade program. But nothing will 
do as much as promoting the health, 
vigor, and growth of the U.S. econ- 
omy. 

Are we pricing ourselves out of 
the world market? We may be for 
particular commodities, but this is 
not generally true today. We could, 
however, if a general price inflation 
brought the average of U.S. prices 
above the average of other countries 
and foreign buyers looked elsewhere. 

There are new patterns of trade 
and competition in the world. We 
have an interest and investment in 
maintaining a strong trading posi- 
tion. A defensive, defeatist, pro- 
tectionist attitude will serve to re- 
strict trade, not expand it. The 
search for world markets will be in- 
creasingly competitive. The search 
for solutions to trade problems must 
be increasingly cooperative. 

Trade and aid, so often thought 
of as separate and distinct policies, 
cannot be kept that way. Both are 
clearly concerned with the same eco- 
nomic fabric, the world economy— 
and with the same economic chal- 
lenge, world economic development. 


Challenge of World Development 


Despite their exposure to revolu- 
tions and despite their increased 
political power, the developing coun- 
tries are still caught up in the most 
vicious of all vicious circles—poverty 
breeding poverty. Obstacles to eco- 
nomic growth in low-income coun- 
tries are far more deep-rooted and 
immovable than are pockets of 
poverty within our own borders. 

A developing country’s industrial 
and agricultural technology is usual- 
ly at an early stage of development. 
Its economy is rigid and compart- 
mentalized, with little of the diver- 
sity and mobility of resources, the 
Hexibility of economic structure, the 
expansiveness in rate of investment 
and growth that are the hallmarks of 





the developed countries. Large-scale 
changes must take place throughout 
the whole economic and social fab- 
ric. Yet few are capable today of 
becoming flexible, expanding, and 
dynamic on their own. Outside assist- 
ance, essential to break the bonds 
serving to reinforce their economic 
stagnation, must simultaneously at- 
tack poverty, lack of education and 
training, inability to set aside sav- 
ings, uncertain position in world 
trade, and political instability. 

No one can say that economic via- 
bility, if achieved, would guarantee 
political stability. But lack of eco- 
nomic progress would increase possi- 
bilities for disorder, violence, and 
totalitarianism in countries deter- 
mined to become modernized. 

In transition, the newer countries 
seem to have three choices: 1) to 
resist change and maintain the 
existing hierarchy by repression if 
necessary, and perhaps by external 
adventures to divert attention from 
internal dissatisfaction; 2) to destroy 
by extremist measures the whole 
political, social, and economic fabric 
of the traditional society; and 3) 
to seek an evolutionary transition 
to modernization successful enough 
to discourage both repressive and 
violently revolutionary forces. This 
third choice requires widespread 
participation by all segments of their 
society—and a commitment to the 
society as a whole. 

What kinds of policies on the 
part of the developed nations can be 
expected to make the third choice 
attractive and feasible for the transi- 
tional societies? An adequate, long- 
range assistance program, and _ac- 
ceptance of the newer nations as 
trading partners—not as suppliers of 
raw materials alone but, soon, as 
fellow industrialists. 

Three choices also face the United 
States: whether our development as- 
sistance programs are to be ineffec- 
tive; somewhat effective; really effec- 
tive. The third choice is central to 
our interests. And it is the hard 
choice. But to say it is hard is not 
to say we can’t afford it—we can. 





“You can’t take it with you”... 


. .. but you can make sure it will do 
League work. 


Here are three simple ways: 


1. Make a direct bequest to the League 
in your will. 

2. Provide for a direct transfer. 

3. Set up a trust. 

Consult your bank and your attorney 








as to how best to carry out your wishes. 














